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ABSTRACT
This study attempts to investigate the hedging determinants of non-finaneial Malaysian 
corporations by testing several hypotheses on how corporations decided to utilize 
hedging instruments (derivatives). Selective macroeconomic variables are tested as part 
of the macro aspect variables for systematic risks assessment. It is found that liquidity, 
managerial risk aversion of option compensation, blockholder shares, market value of 
corporation, tax preference items and the foreign exposure of firm are the significant 
factors for Malaysian corporations to hedge, and the only macro aspect variable is interest 
rate, which contributes to hedging decision. Besides investigating the determinants of 
hedging issue, this study also examines the financial performance of corporation’s 
hedging by using ROA and Tobin’s Q performance indicator, on the hedge and non­
hedge corporations sub-samples. It is found that hedger and non-hedger corporations 
have no significant difference in terms of financial performance, except at industry or 
sector level. It appears that Consumer Product’s ROA, Industrial Product’s ROA and 
Technology’s ROA to be significantly and positively related to hedging as predicted 
relationship. Plantation’s Tobin’s Q and Property’s Tobin’s Q also show significant 
positive relationship to corporations’ hedging activities.
TABLE OF CONTENTS
Page
AUTHOR’S DECLARATION ii
ABSTRACT iii
ACKNOWLEDGEMENT iv
LIST OF TABLES viii
LIST OF FIGURES ix
LIST OF ABBREVIATIONS x
CHAPTER ONE: INTRODUCTION 1
1.1 Introduction 1
1.2 Background of the Study 4
1.3 Problem Statement 7
1.4 Objectives of the Study 9
1.5 Research Questions 10
1.6 Significance of the Study 10
1.7 Scope and Limitation of the Study 11
1.8 Organization of Thesis 13
1.9 List of Definition of Terms 14
CHAPTER TWO: LITERATURE REVIEW 17
2.1 Introduction 17
2.2 Hedging Theoretical Rationales 17
2.3 Hedging and Value 20
2.4 Determinants of Corporate Hedging Framework 22
2.4.1 Financial Distress Cost 22
2.4.2 Investment Opportunities 23
2.4.3 Substitute for Hedging 24
2.4.4 Managerial Risks Aversion 25
v
2.4.4.1 Managerial Risks Aversion on stock compensation 27
2.4.4.2 Managerial Risks Aversion on options compensation 28
2.4.5 Other Contracting Parties 28
2.4.6 Finn Size 30
2.4.7 Tax Advantage 31
2.4.8 Firm Exposure 33
2.4.9 Corporation Hedging 34
2.5 Hedging and Macro Aspect Variables 38
2.5.1 Interest rate 38
2.5.2 Currency exchange rate 39
2.6 Hedging and Performance 40
2.7 Previous Literatures Summary 41
2.8 Summary 41
CHAPTER THREE: RESEARCH FRAMEWORK AND
METHODOLOGY 44
3.1 Introduction 44
3.2 Research Design 44
3.3 Data and Measure of Hedging Activities 48
3.3.1 Data source, Analysis and Techniques 48
3.3.2 Logistic regression 51
3.3.3 Performance Analysis 53
3.4 Hypothesis Statements 56
3.5 Conceptual Framework 68
3.6 Performance Measurement and Models 70
3.7 Summary 71
CHAPTER FOUR: FINDINGS AND ANALYSIS 72
4.1 Introduction 72
4.2 Data Selection 72
4.3 Descriptive Statistics 77
vi
